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The Asian Economic Crisis-An Overview 
There are technical and social reasons that have interacted to generate the contagion 
of the Asian crisis. The technical explanations focus on the relationships of globalization, 
liberalized and deregulated financial sectors with immature banking systems, rapid ac- 
cumulation of FDI, and availability of international and domestic credit (Akyuz, 1998) 
that has led to high-octane economic performance. The social reasons focus on an unfa- 
vorable cocktail of distorted self-assessment of values7 by Asian nations with misconcep- 
tions of "regional cultural theory"8 that has led not only to uncritical choices for invest- 
ment but also to the excesses of "crony capitalism." 
The currency crisis of mid-1997 in Asia was manifested by the crisis of confidence in 
capital and government authorities' ability to continue defending their U.S.-dollar- 
pegged currencies. The lack of confidence arose partly because of interaction of the bank- 
ing sectors and stock markets and the region's overdependence on highly leveraged real 
estate. Excessive foreign "off-shore" borrowing by banks, corporations, and investors on 
a short-term basis went into real estate, stock market speculation, and unproductive ex- 
pansion. Inadequate loan management policies, corruption, and cronyism were other 
manifestations that contributed to the regional currency meltdown. No doubt massive 
inflows of FDI boosted growth in industrial projects and tourism-related investments, 
but they also built up problems. Weaknesses in the regulation of national banking sys- 
tems made reckless bokrowing for asset investments possible, and this in turn led to un- 
realistic asset price inflation (which incidentally started in Japan in the 1980s). 
Borrowing by banks in Southeast Asia was US$241 billion or 62 percent of the Bank 
of International Settlements (BIS) lending to all of Asia by the end of 1997.~ The sharp rise 
in regional short-term external debts occurred without accounting for exogenous global 
macroeconomic risks.1° The following table profiles emerging-market external debts and 
debt servicing. 
See Terry McCarthyf s interview of Lee Kwan Yew, "Asian values and the crisis", Time, 16 
March 1998 for an appreciation of the meaning and interpretation of Asian values in relation to 
the crisis. 
See Steve Lohr, "Asian versus Western values: Are capitalism and democracy linked?" The 
Straits Times, 20 February 1998, p. 36 for an analysis that brings into relief the notion of Asian 
values and argument that "authoritarian states have an advantage in promoting economic 
progress." 
Neil Behrmann "Euro bank admits to Asian lending spree," The Business Times, 20 January 
1998, p. 33. 
lo Bank for International Settlements. "Intemational Banking and Financial Market Devel- 
opment," The Quarterly Report, December 1997, p. 12. 
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EXTERNAL DEBTS DEBT SERVICING 
Country 1996 1997 1996 1997 
Indonesia 49.8 188.7 5.9 19.1 
Malaysia 38.8 68.9 5.4 8.1 
Philippines 50.1 79.7 7.4 10.6 
Thailand 49.0 97.1 4.7 9.0 
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The progressive broadening of the range of investors amidst ample global liquidity. 
Many companies and banks in emerging markets had borrowed U.S. dollars for the 
short term but used the liquidity for long-term investments in office blocks, condo- 
miniums, and residential apartments. As currencies were tied to the U.S. dollar, re- 
gional exports became expensive and competitiveness declined precipitously in 
1996. This widened current account deficits (shown in Table 3). 
The seriously inadequate understanding of foreign exchange exposure, financial in- 
struments, and their dynamics by government operative~. The Financial Times (Janu- 
ary 12,1998) gives a startling account of this incompetence with reference to Thai- 
land and its central bank at the start of the crisis on June 25,1997. The respected 
paper quotes "With the blessing of his superiors, the central bank's young and inex- 
perienced chief currency trader, Paiboon Kittisrikangwan, had locked up most of 
Thailand's foreign exchange reserves in forward contracts. Thailand's reported for- 
eign reserves of over $30bn were a myth; in fact, they had dwindled to $1.4bn, equal 
to just two days of imports."14 
Computer and information technology has globalized foreign exchange transac- 
tions. In Asian capitals, American, European, and Japanese bankers, stockbrokers, 
and financial analysts were noting the moves of governments in East Asia, instantly 
analyzing them, and reporting back, round the dock, to the headquarters in New 
York, London, and Tokyo. However, the governments in the region were reacting to 
financial markets the same way as in the past-+ failure to recognize that the global 
financial machine, which had brought so much investment inflow to the region, 
could easily be put into reverse. 
The BIS further states that overly rigid exchange rate regimes in the region associated 
with unsound macroeconomic fundamentals and deficits in current account balance 
also caused currency volatility. Table 2 reveals the macroeconomic fundamentals in the 
region. 
TABLE 2 
Macroeconomic Fundamentals (Average 1994 to 1996) 
Index Indonesia Malaysia Philippines Thailand Singapore 
Growth (%) 7.9 9.1 5.0 8.0 8.8 
Inflation (%) 8.6 3.6 8.5 5.6 2.1 
Fiscal Balance (% of GDP) - 0.8 1.3 - 1.1 2.2 6.5 
Savings Rate (% of GDP) 29.5 34.9 18.6 35.1 50.0 
Source: The Straits Times, Thursday, January 22,1998, p. 46. 
Regional macroeconomic fundamentals with the exception of fiscal balance were rel- 
atively strong. However, the current account balances in all the emerging markets with 
l4 ~inancial Times, 12 January 1998, Internet Version, http: / / www.ft.com accessed 23 January 
1998. 
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Country 1994 1995 1996 
Indonesia - 1.8 - 3.3 - 3.4 
Malaysia - 6.3 - 8.5 - 5.2 
Philippines - 4.5 - 4.3 - 4.3 
Thailand - 5.6 - 8.0 - 7.9 
Singapore 17.1 16.9 15.0 
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Country June 1997 December 1996 December 1995 
South Korea 116,823 108,792 83,260 
Thailand 98,941 98,693 92,178 
China 85,699 79,644 67,061 
Indonesia 60,626 56,518 48,932 
Malaysia 32,813 25,835 18,756 
India 21,638 19,467 17,049 
Philippines 16,501 13,351 8,067 
Asia as a Region 474,169 439,700 372,025 
l5 The Straits Times, 22 January 1998, p. 46. 
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pressure is causing is already apparent.21 The social stress that will be placed, in coming 
in urban areas of ~ndonesia? The now silent infrastructure and construction sites in sev- 
worker usually supports an extended family-the social consequences are dire? 
The multiplier effects of these negative social impacts are such that the tentacles of 
the emergent middle classes of Asia. This group is the verv sector whose spending pat- 
benefit of the United States and Europe\-the vhase after export-led kowth. The once 
toll ultimately results in the loss of life.= 
Internationally, the inflationary as well as deflationary pressures in the region have 
I strategies. Those in predominantly export-oriented sectors are investing. Many of those 
I retrenching. However, others are taking advantage of debased asset prices.27 This means 
in a rearrangement of their networks, not onlv through mergers and acquisitions, but 
to reflect the new capitalization values of the assets of corporate Asia. The cnsis has the 
colonization of Asia." 
- 
21 See Editorial, "Growing calluses on the heart," The Straits Times, 19 March 1998, p. 42; and 
Pang Gek Choo and Ravi Veloo, "Should the iron fist be tempered bv compassion?" The Straits 
I illegal immigration in Asia. 
" Indonesia's poultry industry "is expected to run out of chicken this month" according to 
Reuters in a piece cited in The Straits Times, 23 March 1998, p. 9. 
~3 See AFP, "Jakarta needs $2B rice aid," The Straits Times, 25 March 1998, p. 4. 
* * 
restructuring strategies of business k reGtion to the crisis. 
leading relatives of patients to turn off kidney machines. 
27 General Electric, "The U.S. MNE is planning to spend US$40 billion in Asia over the next 
four years" [See "GE to pump $64b into Asia," The Straits Times, 30 March 1998, p. 52.1. 
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The Asian Economic Crisis-Sector-Specific (Tourism Industry) 
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Implications 9 
with others, East Asian and Pacific countries recorded in 1997 the smallest growth in in- 
nization (wTo).~~ 90.2 million interndona1 tourists traveled to the reszion in 1997, or iust 
and Pacific countries tallv uv US$83 billion in tourism-related earnings.   he studv as- 
event7average earnings from international tourism &ew odv bv 2.7 percent. The studv 
by the year 2000, down from the original forecast of between 9 and 12 percent. Table 5 
TOD Destinations in East Asia and the Pacific Reeion 
1997 Rank 1985 Rank Country Tourist Amvals (2000) % Change (19961997) 
1 1 China 23,770 4.4 
2 2 Hong Kong 10,406 - 11.1 
3 3 Thailand 7,263 1 .O 
4 4 Malaysia 7,200 0.9 
5 5 Singapore 6,542 - 1.0 
6 6 Indonesia 5,065 0.6 
7 7 Macao 4,915 0.5 
8 8 Australia 4,286 2.9 
9 9 Japan 4,226 10.1 
10 10 South Korea 3,908 6.1 
11 11 Taiwan 2,371 0.6 
The studv claims that Asia-Pacific destinations would lose uv to 12 million tourists 
allv. 80 Dercent of tourist arrivds in the Asia-Pacific were inter&onal. It can be ex~ected 
~articularlv tourists from Europe and North America see-king bargins ina vostdevalua- 
28 WTO (1998), "Tourism Market Trends: East Asia and the Pacific" Madrid, Spain. 
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All these countries now expect to scale down their projections for visitor arriv- 
als to "near-zero" growth in 1998 and flat if not negative growth in 1999.~~ 
The FDI that has been the backbone of recent high performance trajectories in the in 
"tiger economies of Asia" in the last two decades (not least in tourism projects) faces cut- 
backs in the immediate future. The price of air travel is also expected to rise because air- 
lines set their airfares in local currencies and the local currencies continue to lose value 
against the U.S. dollarm41 
The Asian economic crisis (like the bull-run of the U.S. economy but in contrast to it) 
is of immense importance not only in terms of the centripetal and centrifugal forces of 
regional integration but also because of the ramifications inherent in globalization. The 
perceived tardy response by European and American powers, the discernible tendency 
and attraction for Asian isolationism (also known as "self-determination") and the geos- 
trategic value of the region for post-Cold War confrontation makes for a potentially un- 
stable theater for international business and F D I . ~ ~  Continued volatility in international 
business operations across most sectors is one certain outcome. 
In the postmodern era of globalization, the implications of the Asian economic crisis 
for the economic integration of the region are enormous. The amplitudes of economic 
cycles are likely to become exaggerated; Among the key issues to beaddressed is how the 
vibrancy of global competition in integration can be attenuated to prevent the more ex- 
cessive by-products of globalization. The Asian crisis provides a much-needed but faint 
glunpse into the future of globalization. The memory of the "event horizon" will no 
doubt stay long with those privileged to have witnessed it firsthand. 
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